Nonlinear dynamics of U.S. equity factor portfolios.
Evidence of both a latent nonlinear dependence and chaos is presented for U.S. equity factors, or portfolios of individual equities constructed in such a way so as to maintain exposure to some sort of financial risk premium or behavioral anomaly. Factors analyzed are value, size, momentum, long-term reversal, and short-term reversal, with daily data beginning in the early-20th century. The Brock-Dechert-Scheinkman test indicates the existence of a latent nonlinear dependence, and measures of the maximal Lyapunov exponent, correlation dimension, and Kolmogorov entropy all produce results consistent with the hallmarks of chaos, outcomes both novel and inconsistent with the random walk model for security returns.